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during the next 2 years to earn an amount sufficient to discharge all
accumulated dividends on the preferred, with interest, then the company
may be liquidated upon the consent of the holders of two-thirds of the
preferred stock.
Preferred stockholders frequently possess what is called "veto" voting
power. Holders of preferred stock sometimes have veto power over any
action of the directors, or the common stockholders, which would change the
relative position of the preferred stockholders: e.g., the right to veto a plan
to issue securities with prior claim on assets and earnings. It may not
always be expedient for the preferred stockholders to exercise such a right.
The possession alone is sufficient to put boards of directors on notice to
propose such issues only when their justification is evident.
Without the consent of all series of preferred stock, the Pure Oil Co.
may not sell its assets, merge or consolidate with another company, create
mortgages, etc. Of the three series of preferred stock outstanding, the 238
shares of 5% per cent cumulative preferred alone arc noncalluble, rnani-
inous approval of the holders of the 7 per cent cumulative first preferred stouk
of the Franklin Rayon Corp. is required to reduce the dividends, redemption
price, or liquidation rights of the first preferred stock. Two-thirds approval
is required to create prior stock or a mortgage or to sell property. Similar
protection is given to the second preferred stock.
In attempting to evaluate the rights of preferred stockholders to control
the corporations in which they have made investments, several practical
considerations must be kept in mind. In case the positive consent of a
sizable proportion of the preferred stock is required before any specific
action may be taken by the management, mere failure of preferred stock-
holders to respond to communications addressed to them may block the
action. At any rate, the management must convince the required number
of holders of the desirability of the action before they can proceed. "Where
holders of preferred stock merely possess the right to veto actions of the
management, but where the preferred holders must act positively to protect
their interests, mere passivity may result to the disadvantage of uouasseuting
but not dissenting holders,
In cases where preferred stockholders have the right to veto as a
matter of contract, or where they acquire it because of failure to receive
dividends, for example, the value of the right will depend upon two sets
of circumstances. Unless the aggregate votes made available to preferred
stockholders exceed the aggregate of common-stock votes, the latter may
outvote the former and thus practically nullify the voting rights of the
preferred stockholders. Since the fundamental objectives of the common
stockholders are not the same as those of the holders of the preferred stock,
it is not likely that they will vote alike. In the second place, even though
the holders of the preferred stock should possess the right to control the